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:htmare 
fitting Up Skyscraper 
In New York Can Prove 
Agonizing Experience 

A Strike, Labor Shortage 
Delay Tower’s Completion 
• And Send Costs Soaring 


Zooming Rents Ease Pain 


By Neil Ulman 

Staff Reporter of The Wall Street Journal 

1 NEW YORK— People who get fidgety wait- 
ing for an elevator cap well appreciate the un- 
easiness of Morris Karp. He has been waiting 
110 days for an elevator to run jn the Gulf & 
Western guilding under construction at Colum- 
bus Circle on New York's west side. 

: f Mr. Karp is the president of Realty Equities 
Corp., which broke ground in JVIarch 1968. for 
What eventually will be a sleek, soaring 44- 
story office tower. Whe.n he broke ground, he 
figured the tenants would begin moving in 
about now, and fhey would have jf the elevator 
installers, had not gone on strike fl6 weeks ago. 

After the men struck, construction was 
slowed because workers had to walk up to their 
jobs. Then the city ordered most work halted, 
on tall buildings because workers on upper 
floors wouldn’t be able "to escape if a fire oc- 
curred. As a result, Mr. Karp now figures the 
first tenants won’t be able to move in till early 
January if the strike is settled soon, which now 
seems likely. 

The deify is costing Realty Equities $25,000 
a day in construction costs and in lost rentals. ’ 
Build, ers jgf move than 40 other skyscrapers 
currently Joing up in the city are vulnerable to 
similar Icmes, JguJ the builders are fairly philo- 
sophical about their troubles. You have to ex- 
pect some pro ble ms in putting up a sky- 
scraper, they say. 

How to Dfe Young 

Indeed^ a close, look, at the construction of 
! the Gulf 4, Wester Building indicates that if a 
builder juried a. lot about problems he would 
*d|e Of hyjpertension before the bgjjding got half 
31 th f &Jf,. Webern building, not 
otdy .have worker stek, but also broken 
ha YlJj Q Q§§<i the escalation and 
necessitated co^JJy overtime, lenders have 
Iab9i: haa M$UL$ftQrt supply and city 
officials,, have made '^Suggestions” that have 
proved cogtly to 3$ though he says 

:he wejco.]^ them, } An^, costs kaye constantly 
^W^-t&gh Realty Equities contracted for 
..beifc^e.,the cost climb got 
out of hand. _ _ __ 

years singe tip Gulf &, Western \ 
ByitaiEg m s qpfl^ivefl t construqjjon-xiaterial . ' 
prices Tia^i risen. 12% and labor costs have 
jast.st.Mc . t te fitrt ca l smrk 
||S JjgfWSp- SHklJP 1ISWW4 fox rental space 
bus grown^so rapidly that rental fees jumped 
fiiW € than 100% between the time Realty Equi- 
PM ^ an 3® asin § sp ace in the building and the 

tfpe SiCaik 94 putting a skyscraper on the 
CaumbiM'grfl| pip™ alpiost exactly 

^years ago when Investors lundiBg dorp., 

^ realestate investment rnmmn,, 

:olumbns_CiCSte... Ptot to Realty 



^31,000-square-foot site is 


triangular, 
[ar 


sTork City is filled with unprofit- 
able triangular buildings.” The shape is uneco- 
nomical,” he says, “and they are hard to 
rent.” Others question his claims however. 
They point out that one of the world’s first sky- 
scrapers, the triangular Flatiron Building at 
23rd and Fifth Avenue in New York, has been 
heavily rented ever since its erection in 1902. 

Nevertheless, Mr. Karp decided to have a 
go at it -though he eventually decided to make 
the building rectangular with a smaller rectan- 
gular section jutting into one of the corners of 
the triangular plot. The building covers only 
10,000 square feet, with the other 21,000 given 
over to plazas and walks. Mr. Karp won’t say 
how, much the Columbus Circle plot cost, but it 
is believed to have been well over $7 million. 
He figured the land and the building had to re- 
i turn 15% annually on the cost in order to make 
! the investment worthwhile* and he calculated 
the only building that would return that much 
on such a valuable plot would be an office 
building. 

“But,” he says, “a lot of people were saying 
you couldn’t build an office building there. Cen- 
• tral Park West (which borders one side of the 
■ triangle) is solid apartments. The General Mo- 
i tors. .Building was going up a few blocks away, 

' a potential glut on the market, and there were 
. already a few office vacancies in the area. But 
we thought the future of the office market 
looked good, and “we decided to see what we 
, could do.” 

As it turned out, Mr. Karp couldn’t have 
, been more correct about Jheiutnre. of the. office 
„ market in New York. Realty Equities leased 
j the first space in its proposed building to Gulf 
4 & Western Industries in March 1^7. for. $6.25 a 
: square foot. Early this year, when it leased the 
] final floors, it was getting $15 a square foot. 

“The most we ever dreamed we’d get was 
, about $9.25 a foot,” says Jerome Deutsch, ex- 
j ecutive vice president of Realty Equities. 
i Finding a Tenant * 

Once Realty Equities decided to put up a 
building, it wanted to move fast. This was De- 
cember 1966, and interest rates were rising and 
money was becoming hard to get. But first Mr. 
Karp had to find a tenant that would rent 
enough space to assure lenders that the build- 
ing would be profitable. 

“Every time I picked up the paper in those 
days I kept reading about Gulf & Western mak- 
ing another acquisition. I’d never met any of 
the people there, but on the chance they might 
be looking for office space I called them up,” 
says Mr. Karp. Gulf & Western was looking, 
and by January Gulf & Western and Realty 
Equities had agreed on a design for the build- 
ing. By March, Gulf & Western jiad signed a 
lease to take 17 floors of the building, which 
.-Realty,, Equities ^agreed to name the Gulf & 

. A j in — jin ., m i j il jfo tt — - 
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' tow York |§r®; company, ana _ 

■■jj§£ a commitment for $15 muTibn at 6^625^ an- 

'bigger 

[ |i>ani but Teachers |nsurance^alked and would 
‘allot only $i5 mfllion. 

i Even so, financial experts say Realty Equi- 
1 ties was smart to take what it . could get at that 
interest. Six months later, they say, the com- 
pany would have had to pay at least 7V 9 %. And 
- today, if the money were available, it wouldn’t 
be lent for less than 4%% plu£ a promise to let 
the lender byy a piece of the building." 

_ _ 'i-i . ' Xf- ;£■’ « -c-v -m »-iwr^ r zmmT&. **• 

Unable to find apy more relatively inexpen- 
sive mpney, Realty Equities got another $2 mil- 
lion in financing from U.S. Life Insurance Co. 
at a whopping cost of 9.875%. The $17 million, 
was committed .onjy upon occupancy of the 
; building by Gulf & Western b£ April 1970, how-' 
ever, so a construction loan, at about. 8%, had 
to be obtained from a bank to finance the work’ 

: on the building. 

An Objection From G&W [ 

| Knowing that it had commitments for $17^ 
million and that the whole affair would cost* 
about $27 million, Realty Equities began look-" 
ing around for more money. It decided to sell’ 
the land to the GeneraVpectrjc Pension Trust’ 
for $5.4 million, considerably less than it is said, 
to have paid for the plot, but it received favor-' 
able leaseback terms along with the cash. Then| 
it sold a minor interest in the project for $4* 
million to a group of private investors in Cali-' 

' fornia. 

Finally, in the summer of 1967, Realty Equi- 
ties turned to design and construction. It hired’ 
an architect, and it held talks, with three gen- , 
eral contractors— and likpd t|ie terms offered* 
by none. It began to think it could do better as ■ 
its own contractor, handling the job itself as it* 
had done on projects in other cities. 

But Gulf & Western objected strenuously. 
By this time it was October 1967, and Gulf & 
Western had committed itself to renting an- 
other five floors, making it the tenant for half* 
the 44 floors. “it was our biilding with our' 
name on it, and we didn’t want anything to go" 
sour,” recalls a Gulf.& Western executive. "We’ 
wanted a contrapto^^ with plenty of experience^ 
on New Yqrfc office buildings, and we sug-" 
gested they get together with HRH Construe-’ 
tion Co,” ‘ . ,'Z J 

They did, and a deal was made. The 10 t 
months, that it took between the time the archi- 
tect was hired and the time ground was broken 
in March 1968 is about average for a big pri- k 
vate building. And it’s just half the time \t\ 
takes the Government to get going on one of its ” 1 
, buildings. 

The .City Gets Involved 

Before construction started, however, the 
builders had te get a zoning variance from the 
city. In return, city officials pressed for some m 
changes in the, building. They asked that the' 
structure’s open plaza be raised above street’ 

. level and be ysed as a podium for the tower.' 
They asked that trees be put in planters on the 
plaza and that the builders create a round well 
as a subway entrance. All the suggestions were 
accepted. 

\ “It took more time and cQ.si.more iponey to 
deal with thf city,” says architect Thomas E. ' 

! ' x ' “buL^the " efiectjwas ' beneficial. 

Tfieir suggestions ^ were good, and we got a bet- 
j ter building.” Mr. Stanley works on a flat fee, 
however, so he, not Realty Equities or <5ulf & 
Western, got stuck with the added costs. 

By August 1968, the excavation was finished 
; and crews were getting ready to set vertical 
column^ on th e concrete footings. But on Aug. 

2, a water main'b r oke on 61st Street, flooding 1 
the excavatio^T^bm^ people sav the main was 
; Old , and we just " gave way ; others say 
jthe ma|n ' was ^akened by Im^oper shoring of 
the building 1 s foundati on. " '' _ ' ^ 

Whatever, ffie camse^ it played havoc with 


the" ^Srepared ~againt ~ ‘But 


coordinating all the other trades that couldn’t j 
do their jobs because they had to wait for the ! 
excavators, the steel and so on,” says Anthony 
Raffaniello, HRH’s construction superintendent 
at the site. 

To make up for lost time, Realty Equities 
authorized extensive overtime. As the job went 
along, electricians picked up $18,000 in over- 
time pay, the men who put up interior parti- 
tions got $25,(000 and’ masons got another $25,* 
000. 

The Labor Shortage 

“That’s nothing,” says an official of HRH. 
“We have a job right now where we’ve spent 
$250,000 in overtime on electricians, steamfit- 
ters and sheet metal workers— and it probably 
has saved the owner twicj that amount.” In- 
deed, Realty Equities officials, noting that 
each day’s delay costs $25,000, figure the over- 
time they have paid is well worth it. 
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Western Bunding,” says afl-HKH vice prei 
dent. “All we can get is 20. We need about 25 
sheet metal workers; all we can get is 12. 
Those two shortages alone are extending the 
job by three or four weeks.” The overtime 
comes out. of the corporate pocket of Realty 
Equities," not HRR, which contracted for the 
building on a cost-plus-fixed-fee basis. 

But if Realty Equities was hit hard with 
costly problems, it also was lucky in some re- 
spects. The dramatic rise in material costs did 
not greatly affect it because most commit- 
ments were made before the prices rose. Sheet 
metal ducts, for example, were contracted for 
at a cost of $1.85 a pound installed, with the 
price guaranteed until June 1970. Prices have 
since risen 30%, says an HRH official. Simi- 
larly, basic electrical work was contracted for 
at about $1.2 million; today, it would cost close 
to $1.8 million. 

And despite the elevator strike, the past 
couple of years have been noteworthy for the 
labor peace in New York. Last July, 17 of the 
city’s construction unions signed new contracts 
without strikes and three others settled after 
only brief walkouts. What’s more, the added 
costs of the new labor contracts didn’t cost 
i Realty Equities anything-the work had all 
Lififiji contracted out earlier at the then-existing 
La&tea, 
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